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SRI LANKA: KEY ECONOMIC INDICATORS 


Population (mid-1991): 17,247,000 
Area: 65,607 sq km 
Per Capita GNP (1991): $465 


Domestic Econom Rupees Millions 
GDP at Current Factor Costs 

Fixed Capital Formation 

GDP at Constant 1982 Factor Costs 
Real GDP Growth Rate (%) 


Money, Prices and Government Finance 
M2 Growth Rate (%) 

Retail Price Index (% Change) 

Budget Deficit (% of GDP) (a) 


Balance of Payments ($ millions) 
Exports (F.0O.B) 
To United States 
Imports (C.1.F) 
From United States 
Trade Balance 
Current Account Balance 
Direct Investment 
Foreign Aid (Grant and Loan) 
From U.S. 
External Debt 
Debt Service 
Debt Service Ratio (b) 
Official Reserves 
Avg. Exchange Rate (Rs. per $) 


1990 


290,495 
70,417 
129,244 
6.2 


19 
21 
9.9 


1,984 
493 
2,686 
208 
-702 
-259 
42 
589 
59 
5,814 
449 
17.8 
435 
40.06 


1991 


339,058 
85,426 
135,389 
4.8 


23 
12 
11.6 


2,040 
559 
3,035 
175 
-995 
-511 
102 
796 
79 
6,483 
484 
18.1 
718 
41.37 


(a) Net oper. deficit of the government before grants. 
(b) As a percent of earnings from exports & services. 


1992 
(Proj) 


390,000 
100,000 
141,000 

$.3 


20 
15 
9 


Main imports from the United States (1991): wheat ($70 million), 


rubberized textile fabrics ($6 million), 
($5 million) 
Main exports to the United States (1991): textiles and garments ($460 


million), ornamental ceramic articles ($8 million), tea ($6 million), 
rubber ($3 million) 


air craft & helicopter parts 


Sources: Central Bank, Customs, and Embassy estimates and forecasts. 





Summary 


In 1991 Sri Lanka's economy continued to grow but at a slower pace, 
registering a GDP growth rate of 4.8 percent. Due to adverse weather 
conditions, the agricultural sector grew only 2.9 percent, but 
manufacturing and services recorded healthy growth rates of 6.9 and 6.1 
percent, respectively. Beset by a drop in world commodity prices and a 
surge in consumer demand for imported products, Sri Lankan export 
growth failed to keep pace with imports. The current account deficit 
nearly doubled, while the trade deficit grew by 42 percent. Also in 
1991, Sri Lanka's debt service ratio, which had declined last year, 
marginally rose to 18.1 percent. Despite the ongoing military conflict 
in the northeast and a major political crisis involving an attempt to 
impeach the president, direct foreign investment markedly improved. 

The impeachment crisis did have a negative impact on the economy, 
however, as the government slowed its economic reform program, 
especially in politically sensitive sectors such as plantations and 
banking. The budget deficit worsened in 1991, the GSL failing to meet 
the mandated target of the International Monetary Fund (IMF). In an 
effort to meet the 1992 target, taxes on a variety of goods and 
services were substantially increased in May of this year. Gross 
official reserves improved substantially, but were sustained by large 
sums of foreign assistance. Economic trends during the first half of 
1992 suggest the current account balance will further erode as drought 
damages crop yields and consumer and industry demand for imported goods 
continues to increase. Although nearly halved last year to 12 percent, 
inflation remains a major concern and is again on the rise. 


Relations between Sri Lanka and the United States are friendly. In 
1991 the United States ranked first among Sri Lanka's markets and was 
Sri Lanka's sixth largest supplier. U.S. exports declined by about 16 
percent, largely due to delays in wheat exports, while exports to the 
United States recorded an increase of 13 percent. Sri Lanka offers a 
modest but growing market for U.S. products, especially in the areas of 
telecommunication and computers. U.S. business inquiries for 1991 were 
more than twice the number for all of 1990. The government actively 
seeks foreign investment and offers a wide range of incentives. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Political Setting: The current government was elected in 1989 ona 
platform which emphasized poverty alleviation and free market 
principles. Sri Lanka's ethnic conflict is an important factor 
affecting Sri Lanka's political environment. The dominant Tamil 
separatist group broke off peace negotiations in June 1990 and renewed 
hostilities in the north and east. In August 1991, dissidents within 
the ruling party sought to impeach the president. Although they failed 
and were ousted from the party and parliament, the splintering of the 
party has made the GSL wary of implementing politically sensitive 
reforms, especially in the banking and plantation sectors. 
Internationally, Sri Lanka is gradually aligning itself more closely 
with the U.S. on economic matters. 


Recent Economic Performance: The economy performed satisfactorily in 
1991, with a real GDP growth of 4. 8 percent. The agricultural sector, 





which accounts for 23 percent of GDP, grew only 2.9 percent, but this 
slow growth was offset by increases in manufacturing (6.9 percent) and 
services (6.1 percent). The following table presents growth statistics 
by sector during 1990-91. All figures are percentage changes in output 
over the preceding year: 


1990 1991 


Agriculture, Forestry & Fishing 
Mining & Quarrying 
Manufacturing 

Construction 

Services 

GDP 

GNP 


«4 
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Source: Central Bank 


Production of rice, which registered a 23 percent increase in 1990, 
declined 6 percent in 1991. Both average yields per hectare and the 
acreage sown declined, due to unfavorable weather and increased civil 
disturbances in the east. Tea production set a new record (241 million 
kgs), a 3 percent increase over the year before. This increased 
production came entirely from private small holdings and boosted the 
private sector's share of tea production to an even 50 percent. 

Average yields per hectare in the private sector are nearly twice those 
on state-owned plantations. Despite this increase in production, tea 
export prices plummeted in the second half of 1991, resulting in an 
overall decline in tea export earnings of 13 percent. In 1991 the 
average cost of production of tea was slightly higher than the average 
net sale price. Nonetheless, Sri Lanka maintained its position as the 
world's largest exporter of tea for the second consecutive year. 
Manufacturing output increased by 6.9 percent. In keeping with the 
trend of the last decade, all of this increase came from the private 
sector. The industrial categories that recorded the largest gains were 
basic metals products (34 percent), textiles (16 percent), and paper 
and paper products (15 percent). Performance in the service sector 
continued to improve, recording a 6.1 percent increase in 1991. 

Indeed, expansion of the service sector accounted for nearly two-thirds 
(64 percent) of GDP growth. Increased economic activity stimulated 
growth in trade, transportation, communications, and financial 
services. Tourist arrivals at 317,703 marked a 7 percent increase over 
1990; arrivals for the first five months of 1992 show a 28 percent 
increase over the corresponding period last year. 


Balance of Payments: Exports grew by only 3 percent in 1991, while 
imports increased 13 percent. Slow export growth was primarily due to 
decreased earnings from Sri Lanka's three traditional crops (tea, 
rubber, and coconut). Total earnings from these exports declined 13 
percent ($82 million). Tea was hardest hit, suffering a $63 million 
drop in export earnings because of lower world tea prices and the 
absence of key buyers like Russia and Iraq. Sri Lanka's export 
composition continued to evolve in 1991. Industrial exports increased 
from 52 percent to 60 percent of total exports, while agricultural 
exports continued their gradual decline from 36 percent to 31 percent. 
Unlike last year, when agricultural products contributed substantially 





to export earnings, almost all export growth in 1991 came in 
manufactured goods. The value of industrial exports recorded a healthy 
increase of 18 percent. Of particular significance was the performance 
of the textile sector, which registered a 28 percent increase in export 
earnings. This $176 million increase, however, was almost entirely 
offset by a corresponding increase in textile imports of $162 million. 
In 1991, for the first time, gross earnings from garment export's 
exceeded earnings from the entire agricultural sector. 


Imports of consumer goods rose by 1 percent and intermediate goods by 
12 percent. Imports of rice continued to decline, as did imports of 
wheat flour. Expenditures on fertilizer and chemicals, after rising 
sharply last year, declined by 20 and 25 percent respectively. 
Significantly, investment goods recorded an increase of 23 percent, 
indicating continued confidence in the political environment and 
enhancing prospects for continued economic expansion. 


The following table presents trade statistics by sector for 1991. All 
figures are in millions of dollars: 


EXPORTS IMPORTS 


Textiles & Apparel Textiles & Apparel 
Tea Petroleum 

Minor Agri. Products 82 Machinery & Equipment 
Petroleum Products 83 Transport Equipment 
Rubber 64 Building Materials 
Coconuts 63 Sugar 

Gems $7 Wheat 

Other 458 Other 

Total Exports 2,040 Total Imports 


Source: Central Bank 


Japan remained Sri Lanka's largest supplier, maintaining its 12 percent 
of the market, while India edged into position as Sri Lanka's second 
largest supplier. A large devaluation of the Indian rupee made imports 
from that country relatively inexpensive to many Sri Lankan importers. 
The United States was Sri Lanka's sixth largest supplier, accounting 
for about 6 percent of the market. Exports to the United States 
recorded an increase of 13 percent, and the United States remained Sri 
Lanka's largest market, taking 27 percent of all its exports. 


Reversing a two-year trend, Sri Lanka's debt-service payments recorded 
a $35 million increase in 1991, moving from 17.8 percent to 18.1 
percent. Much of this increase, however, was due to larger principal 
payments. Sri Lanka's loan profile is undergoing a major change as 
most commercial loans obtained in the early eighties are repaid. 
Nonetheless, the expected decline in the debt service ratio will 
largely depend on growth in nontraditional exports and higher world 
prices for Sri Lanka's traditional exports. Sri Lanka's gross official 
reserves continued to improve in 1991, increasing by 65 percent to $718 
million, sufficient to finance over three months of merchandise 
imports. The rupee continued to depreciate in nominal terms against 
the dollar (5.5 percent) and other major currencies last year, a trend 





that is expected to continue throughout 1992. When inflation 
differentials are taken into account, Sri Lanka's currency appreciated 
an average of 4.4 percent against that of its major trading partners in 
1991. 


Investment: Foreign investment more than doubled from $43 million in 
1990 to $106 million in 1991. Almost half of this total investment 
came through the local stock exchange as portfolio investment. The 
government approved 79 foreign investment projects and 52 agreements 
were signed. Thus far in 1992, 74 projects have been approved and 46 
agreements signed. 


Government: Budgetary performance deteriorated in 1991 as the deficit 
before grants increased to 11.6 percent of GDP, reversing the downward 
trend maintained since 1989. Current expenditure grew by 17 percent and 
accounted for 70 percent of total expenditures (excluding debt 
repayments). Revenue grew by 12 percent, but could not keep pace with 
government spending. Interest payments on government debt formed 26 
percent of current expenditures as against 29 percent in the previous 
year. Total official debt rose to 367 billion rupees, equivalent to 98 
percent of GDP. 


The following table presents government fiscal-operations as a 
percentage of GDP. 1991 figures are provisional; 1992 figures are 
estimates: 


1990 
Revenue 21 
Expenditure & net lending (a) 31 
Defense 
Deficit before grants 9. 
Domestic Finance (net) 
Foreign Grants & Loans (net) 
Debt Service 10 
(a) Excludes direct repayment of public debt 


Source: Central Bank; Economic classification of Government Fiscal 
Operations - figures in this table are different from the figures 
reported in previous years due to changes in classification. 


The government is completing the first year of a three-year Enhanced 
Structural Adjustment Facility (ESAF) concluded with the IMF. The 
second tranche of the ESAF, due on April 30, 1992, was not disbursed 
until June due to a larger-than-anticipated budget deficit. 


Money and Prices: The inflation rate fell sharply from 21.5 percent in 

1990 to 12.2 percent in 1991, but monetary expansion accelerated to 23 

percent. This growth in the money supply, as well as other indicators 

such as tax increases and the depreciation of the rupee, suggest strong 
inflationary pressures. 


Employment: There are no reliable unemployment figures in Sri Lanka. 
Official estimates indicate unemployment dropped to 14.1 percent in the 
first quarter of 1991. Government estimates place the total number of 





unemployed at 840,000, excluding the north and east. Unemployment is 
highest in the 15-24 age group. 


Prospects: Economic growth will be modest in 1992. Unfavorable weather 
conditions have already had a negative impact on agricultural 
production in the first half of 1992, although higher world commodity 
prices may partially offset losses in production. Despite countrywide 
power cuts in April caused by the drought, the manufacturing sector 
should experience healthy growth in 1992. Prospects for the textile 
sector are particularly bright: in the first quarter of 1992 exports 
of garments recorded a 58 percent increase over the same period last 
year. The service sector is also expected to perform well, stimulated 
by increased economic activity and tourism. Tourism may mark its best 
year ever, eclipsing the 407,000 figure attained in 1982. Tourist 
arrivals have increased 28 percent in the first five months of 1992. 


Foreign direct investment more than doubled in 1991 from the year 
before, and this trend is continuing. 1992 has been designated the 
"Year of Exports," but exports will fail to keep pace with rising 
imports, caused by increased consumer and business demand for imported 
products and machinery. While the northeast conflict has not markedly 
hampered tourism or local business confidence, increased military 
expenditures are exacerbating the deficit. Various GSL social and 
economic initiatives have also worsened the deficit, notably a promise 
to provide every pupil with a free uniform, a plethora of tax holidays 
for companies that set up garment factories in rural areas, and the 
temporary expansion of the Food Stamp Program to cover 50,000 persons 
affected by the drought. Although the GSL raised taxes on most goods 
and services in May to meet its 1992 deficit target of 8.8 percent, 
social and military expenditures are likely to exceed current 
estimates. 


Part B - Implications for the United States 


Trade: Sri Lanka is increasingly open to foreign trade. In November 
1991, Sri Lanka adopted a four-band import tariff schedule. There 
remain, however, a large number of special duties to protect local 
manufacturers. The government has pledged to reduce or remove most of 
these duties in the near term. The United States is Sri Lanka's 
largest trading partner. Sri Lanka sent over one quarter of its 
exports, goods worth $559 million, to the United States in 1991. 
Garments accounted for 82 percent of the total. In turn, the United 
States shipped $175 million worth of goods to Sri Lanka, a decrease 
from 1990 caused by delays in wheat deliveries. Wheat, valued at $70 
million, led the list of U.S. exports. 


With a population of 17.2 million and a per capita GDP of only $475, 
Sri Lanka represents a modest market for consumer items. Much of the 
rural population exists at a basic level of development, but Colombo 
and other urban areas offer a more sophisticated group of consumers. 
An expanding middle class is inevitably leading to greater demand for 
consumer products. Firms are expanding their operations and offer a 
gradually growing market for capital and intermediate goods. Several 
large infrastructure projects are being undertaken, including in 
telecommunications, largely financed by multilateral donors, such as 





the World Bank and the Asian Development Bank. U.S. firms are finding 
some success in this market, and a number of U.S. firms are actively 
pursuing project bids. 


The Commercial Section of the U.S. Embassy has identified the following 
products as having the best market potential: 


Telecommunications Equipment 

Major Consumer Appliances 

Automated Data Processing and Business Equipment 
Food Processing and Packing Equipment 
Pharmaceuticals and Medical Equipment 


Investment: U.S. investment in Sri Lanka has been modest. Interest 
rose after economic liberalization began in 1977, but the unsettled 
political situation throughout the eighties diminished the country's 
attractiveness to potential investors. With the quelling of the 
insurgency in 1989, there is renewed interest. In 1991 the Commercial 
Section of the Embassy counselled more than twice as many U.S. firms 
than in all of 1990. 


The Sri Lankan government actively seeks foreign investment and offers 
a wide range of tax and other concessions. While the garment and 
tourist industries have so far received most of the attention, the 
government encourages investment in other fields, including electronics 
assembly and raw materials processing. 


The Greater Colombo Economic Commission (GCEC) now offers one-stop 


service for foreign investors in Sri Lanka. In addition to 
facilitating investor relations with government agencies, the GCEC also 
can help with labor recruitment, utility hook-ups, and other basic 
business needs. It also manages the country's three free trade zones. 
Projects in the zones can have up to 100 percent foreign ownership. 


U.S. firms are encouraged to contact the Commercial Section of the U.S. 
Embassy for information on trade and investment opportunities. USAID 
may also provide information on the stock exchange, privatization, and 
agribusiness. Inquiries should be sent to: 


U.S. Embassy 

210 Galle Road 
Colombo 3, Sri Lanka 
Tel: 94-1-448007 
Fax: 94-1-437345 





